Taxes Raised Before Exchange Subsidies Begin in 2014

Taxes Date of
Provision in the newly enacted health care law Raised enactment

Blue Cross/Blue Shielloses a special deduction unless the organizapends at least $400M Immediately
85% of their premium income on clinical services\pded to policyholders
Economic substance doctrirRRaises compliance costs for corporations/passei @onsumers $4.5B Immediately
Exclude black liquor from cellulosic biofuel proderacredit $23.6B Immediately
10 percent tax on indoor tannin@r arbitrary tax on small businesses 2.7B 7/1/10
Brand-name drug taxtaxes on drug companies which are passed ontorjatie $27B 12/31/10
Conform definition of medical expenséshies tax preferred treatment for over-the-counteigs so $5B 12/31/10
these drugs cannot be paid for by tax-preferredifimakes them more expensive to the patient.
Increase penalty for non-qualified HSA funése-tax saved $ will be penalized 20% from $1.4B 12/31/10
10%
Limit FSA to $2,50Qcurrently no statutory limit: Senate imposed liit,000) $13B 12/31/13
1099 reporting —Nlandates sending 1099s for every business to sinensaction of Cost to 12/31/11
$600 or more — new paperwork burden for small bess) business
Tax on manufacturers of Certain Medical Devi(feassed onto patients) $20B 12/31/12
Eliminate tax deduction for Part D subsidy $4.5B 12/31/12
Raise 7.5% AGI floor to 10%equires more expenses before eligible for hecdite $15.2B 12/31/12
deductions)
$500k deduction limitation for wages on insur@vages will not be Itd) $600M 12/31/12
Medicare Payroll Tax NOT INDEXED for inflatiofibad for high cost states) $86.8B 12/31/12
Medicare Tax/Investmer(B.8% not indexed; unprecedented new tax on yosir ewn) $123.4B 12/31/12
Annual Fee on Health Insurggassed onto enrollees) $60.1B 12/31/13
Cadillac tax — no longer phased in for high coatest $32.0B 12/31/17

Coverage 1/1/14

Exchange subsidies begin




Premium Assistance Credit/Available after Dec. 31, 2013:

Provides for refundable tax credits to cover th& ob health insurance premiums for those who @seh
insurance through a state health benefit exchange.

Based on the information provided to the exchangeh@mor her income, the individual will receiver@mium
assistance credit.

Eligibility for the premium assistance credit issbd on the individual's income for the tax yeariegdwo years
prior to the enroliment period.

The premium assistance credit is available fonviddials (single or joint filers) with household oroe between
100% and 400% of the federal poverty level who doraceived health insurance through an employer.

Small Business Tax Credit/Available for tax years beginning after Dec. 31, 2009:

(Direct Information from CRS Repolsummary of Small Business Health Insurance Tax Cihdler the Patient

Protection and Affordable Care Act (PPALCA

In each of the four years 2010 through 2013, tHddu maximum) credit will cover up to 35% of aalified for-profit

employer's contributions to health insurance.

For example, if an employer paid for 60% of prensuthe maximum small business tax credit througt824ill

be equivalent to 35% of the employer contributiond1% of the total premium in this example—i.&%3of

60%). In this case, assume the average total preruuthis employer was $7,500, and the employer's
contribution was $4,500 (60%) per full-time equeral employe€FTE), the maximum tax credit would be $1,575
per FTE (35% of $4,500).

For nonprofit employers, the maximum credit through 2013 is 2E¥hér than 35%) of the employer's
contribution.

Beginning in 2014, fofor -profit employers, the maximum credit is 50% of the empi@ycontribution toward
premiums, and 35% of employer contributions forprofit organizations. The small business tax criddit is
available beginning in 2014 is only available toeamployer for two consecutive tax years, beginmity the first



year that the employer offers coverage throughxahange. Thus, the small business tax credit isniatly
available for a total of six years—the initial citemvailability from 2010 through 2013, plus theotwear credit
period beginning as early as 2014.

Small employers can claim tidl credit amount if they meet the following two crige

The employer has 10 or fewer FTEESEs are calculated by dividing the total hoursked by all "employees"
(see description below) during the tax year by @,@&@th a maximum of 2,080 hours for any one emph)y

The employer's average taxable wages are $25,00s81This is calculated by dividing the aggregate anadin
wages paid to the "employees" during the year byntimber of FTEs (and then rounding to the ne&¥&600).

For calculating the number of FTEs and their wagesterm "employees" excludes seasonal workersg{mgpno more
than 120 days during the year). In addition, tmet&mployees"” excludes the following (as definethie Internal
Revenue Code): a self-employed individual, a 2% $lwdder in an S-corporation, a 5% owner of an eleygmall
business, or someone who is a relation or depermddnese people. Thus, for example, the busindbkaat receive a
credit for small business owners or their familynbers.

Individual M andate/Effective for tax years beginning after Dec. 31, 2013:
* The law requires U.S. citizens and legal residentaaintain minimum amountsf health insurance coverage.
» Minimum essential coverage includes various govemtrsponsored programs, eligible employer-sponsored
plans, plans in the individual market, grandfatbdegeoup health plans and other coverage as recedbiz the
Secretary of Health and Human Services. This requent would not apply to individuals who are ineaated,
not legally present in the United States or mamtaligious exemptions.

* Individuals who fail to maintain minimum essentalverage will be subject to a penalty:

0 2014 greater of a flat fee of  $95 or 1.0% of taxable income
0 2015 greater of a flat fee of $325 or 2.0% of taxable income
0 2016 greater of a flat fee of $695 or 2.5% of taxable income

* The penalty amount will be phased in over the y2814—-2016 and will be indexed for inflation a2@d.6. No
liens or seizures are authorized to enforce thisibe

» This provision is expected to raise $17 billiorfimes on individuals over ten years, beginning@i42



Reporting Requirements Effective for calendar years beginning after December 31, 2013:

* Information will be required for reporting suchremme, address, and taxpayer identification numbgregprimary
insured, and the name and taxpayer identificatiomlyer of each other individual obtaining coveragéar the
policy. In addition, pertinent information relatitng dates during which the individual was coveradar the
policy during the calendar year; as well as subleoinformation as the Secretary may require.

M edical Care ltemized Deduction Threshold/Effective for tax years beginning after Dec. 31, 2012:

* The threshold for the itemized deduction for untaimsed medical expenses is increased from 7.5%Gbfté\
10% of AGI requiring more medical expenses befoded@uction can be taken. This is effective forytears
beginning after Dec. 31, 2012, unless the taxpay#éteir spouse turns 65 before the end of the¢ax then the
increased threshold does not apply and the thréskolains at 7.5% of AGI.

Additional Hospital | nsurance Tax on High-lncome Taxpayers Appliesto remuneration recelved and tax years
beginning after Dec. 31, 2012.

» The employee portion of the hospital insurancg tabCA), currently amounting to 1.45% of covered esgs
increased by 0.9% on wages that exceed $200,086dndl and $250,000 jointly.

Employer Responsbility/ Effective for months beginning after Dec. 31, 2013:

(Direct Information from CRS RepoBsummary of Potential Employer Penalties Under thednat Protection and
Affordable Care Act (PPACA)

* PPACA does not explicitly mandate an employer terofimployees acceptable health insurance. Howesgain
employers with at least 50 full-time equivalentd fece penalties, beginning in 2014, if one or enof their full-
time employees obtains a premium credit througbxamange.

* Anindividual may be eligible for a premium credither because the employer does not offer coveratie
employer offers coverage that is not "affordable."”



The Employer Mandate provision is expected to ré&billion in fines on employers over ten ye#@eginning
in 2014.

Application Only to "Large Employers":

To be subject to these penalties regarding empisyensored health insurance, an employer must'laege
employer,” defined as having "at least 50 full-tiemaployees during the preceding calendar year l-tifue
employees" are defined as those working 30 or oues per week. The number of full-time employeadusles
those full-time seasonal employees who work fos tean 120 days during the year.

The hours worked by part-time employees (i.e.,eéh@srking less than 30 hours per week) are inclul¢iae
calculation of a large employer, on a monthly hakiss is done by taking their total number of nidythours
worked divided by 120.

For example, a firm has 35 full-time employees (80tirs). In addition, the firm has 20 part-time éypes who
all work 24 hours per week (96 hours per monthsenpart-time employees' hours would be treatedjaisalent
to 16 full-time employees, based on the followiafcalation: 20 employees x 96 hours / 120 = 19220'= 16
Thus, in this example, the firm would be considaaétarge employer," based on a total full-time igglent count
of 51—that is, 35 full-time employees plus 16 fiithe equivalents based on part-time hours. Howenderms of
calculating potential penalties below, part-timentsoand part-time employees are not included; thrdyactual 35
full-time employees would be counted.

Potential Tax Penalties in 2014 on Large Employers:

Regardless of whether or not a large employer offeverage, it will be potentially liable for a pdéigaonly if at
least one of its full-time employees obtains cogertnrough an exchange and receives a premiunmnt.cfieor
purposes of applying the penalty amounts discusstite remainder of this report, a "full-time emyde" is only
those individuals working 30 hours per week or m&art-time workers or full-time equivalents aré¢ imecluded
in penalty calculations. An employer will not papenalty for any part-time workers, even if thatpboyee
receives a premium credit.)

Beginning in 2014, individuals who anet offered employer-sponsored coverage and who areligtble for
Medicaid or other programs may be eligible for premcredits for coverage through an exchange. These
individuals will generally have income between 13886 400% of the federal poverty level (FPL).



Individuals whoare offered employer-sponsored coverage can only mipi@amium credits for exchange coverage
if, in addition to the other criteria above, thégoaare noenrolledin their employer's coverage, and their
employer's coverage meets either of the followinigca: the individual's required contribution tamd the plan
premium would exceed 9.5% of their household ingoon¢he plan pays for less than 60%, on averadge\wered
health care expenses.

In 2014, for example, if citizens whose incomeaol 138% FPL (that is, 133% FPL plus an extra 3%k Ehat

Is to be disregarded from individuals' income whetermining Medicaid eligibility) apply for premiuoredits
through an exchange, they will be determined dkgibr Medicaid and be enrolled in Medicaid rattiean
exchange coverage with premium credits. This caffiett whether any of an employer's full-time enygles

obtain premium credits in an exchange—and if say hmany.

Large Employers Not Offering Coverage:

A large employer will be subject to a penalty ifyaf its full-time employees receives a premiunddareoward
their exchange plan. In 2014, tmnthlypenalty assessed to employers who do not offezrage will be equal to
the number of full-time employees minus 30 muléplby 1/12 of $2,000 for any applicable month. A&@14,

the penalty payment amount would be indexed byemjum adjustment percentage for the calendar year.
Employers that do not offer coverage must alsodfiteturn stating that they do not offer coverage humber of
full-time employees, and other information requibsdthe Secretary. They must provide notice to eyg#s
about the existence of the exchange, includingsargsion of the services provided by the exchange.

Large Employers Offering Coverage:

Employers who do offer health coverage wilit be treated as meeting the employer requiremeatdefist one
full-time employee obtains a premium credit in anlenge plan because, in addition to meeting therot
eligibility criteria for credits, the employee'sjtered contribution exceeds 9.5% of the employeelsehold
income or if the plan offered by the employer pydess than 60% of covered expenses.

In 2014, thanonthlypenalty assessed to the employer for each ful-employee who receives a premium credit
will be 1/12 of $3,000 for any applicable month.viver, the total penalty for an employer wouldib@ted to
thetotal number of the firm's full-time employees minus Bltiplied by 1/12 of $2,000 for any applicable
month. After 2014, the penalty amounts would beksdl by a premium adjustment percentage for trendal
year.



* An employer must file a return providing the nanieach individual for whom they provide the oppaity to
enroll in coverage, the length of any waiting péyithe number of months that coverage was avajldime
monthly premium for the lowest cost option, thenfdashare of covered health care expenses paithéonumber
of full-time employees, the number of months empks/were covered, if any, and any other informataopired
by the Secretary. The employer must provide ndtdamployees about the existence of the exchangeding a
description of the services provided by the exclkang

Excise Tax on High-Cost Employer Plang Effective for tax yearsbeginning after Dec. 31, 2017:

* Imposes an excise tax on insurers if the valuargfleyer-sponsored health insurance coverage fenaioyee
(including, for purposes of the provision, any fememployee, surviving spouse and any other prinmeyred
individual) exceeds a threshold amount. The taqgisal to 40% of the aggregate value that exceedhthshold
amount.

» For 2018, the threshold amount is $10,200 for iildisl coverage and $27,500 for family coveragesill be
multiplied by the health cost adjustment percenfagedefined in the act) and increased by the adgander
adjusted excess premium amount (as defined indfe a

Tax on HSA Distributions/Effective for disbursements made during tax years starting after Dec. 31, 2010:

* The additional tax on distributions from a healiiags account (HSA) or an medical savings acc(M®A) that
are not used for qualified medical expenses ismsed to 20% of the disbursed amount.

Tax on Indoor Tanning ServicedThe provision appliesto services performed on or after July 1, 2010:

* The act imposes a 10% tax on amounts paid for in@dmming services.

I nfor mation Reporting/Effectivefor payments made after Dec. 31, 2011:

* The act requires employers to disclose on each@mels annual Form W-2 the value of the employbeath
insurance coverage sponsored by the employer tefdor tax years beginning after Dec. 31, 2010.



e The act requires businesses to file an informatduarn for all payments aggregating $600 or mora dalendar
year to a single payee, including corporationsdothan a payee that is a tax-exempt corporation).

Flexible Spending Account/The provision is effective for tax years beginning after Dec. 31, 2012:

* The act mandates that the maximum amount avaifableimbursement of incurred medical expensesiof a
employee, the employee’s dependents, and any eligdsle beneficiaries with respect to the employesder a
health flexible spending account for a plan yeaiwofber 12-month coverage period) must not exces0P.



